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The Second World War produced an unprecedented expansion of gov- 
ernment intervention in the affairs of international business. In earlier con- 
flicts, particularly during the First World War, such instruments of economic 
warfare as blockades, blacklists of enemy shipping, and the confiscation of 
enemy property had been effectively employed. From 1939 to 1945, economic 
controls over international commerce were extended by both Axis and Allied 
governments, including restrictions on international communications, the flow 
of technical information, and private access to strategic raw materials. The 
movements of bank deposits, loans, and security investments across borders 
were subjected to intense scrutiny and tight restrictions by the warring nations. 
Patterns of international trade and investment were altered significantly by 
these wide-ranging measures.’ 

The expansion of economic warfare techniques produced closer links 
between governments and corporate enterprises, not only for domestic eco- 
nomic mobilization but also for planning and executing strategies of inter- 
national economic intervention. These developments were particularly striking 
in the United States where the emergence of a cooperative relationship between 
government and big business followed a decade of mutual suspicion and 
antagonism. American businessmen with industrial properties in occupied 
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areas assisted intelligence agencies in evaluating Axis production capabilities 
and selecting bombing targets. Executives from such companies as Standard 
Oil (New Jersey) and International Telephone and Telegraph participated with 
government agencies such as the Board of War Communications and the 
United States Commercial Company in economic warfare operations. 

Among the most ambitious of these cooperative undertakings during 
the war were those focused on Latin America. This region, traditionally 
regarded as essential to American strategic interests, had been the target of 
a concerted trade and investment offensive by German and Italian companies 
in the 1930s. American officials feared that these commercial influences could 
be exerted against U.S. enterprises in such key countries as Brazil, Argentina, 
and Mexico. Even where Axis-based businesses were less important, their 
commercial operations in Latin America provided opportunities for anti- 
American propaganda and espionage. Consequently, the United States launched 
a major effort to eliminate Axis business influences from these countries 
without unduly disrupting their economies. 

To achieve these aims American policymakers encouraged private U.S. 
firms to take over markets occupied by Axis businesses, replacing the goods 
and services they formerly provided, and furnishing the technical and man- 
agerial aid to enable Latin American countries to develop their own industries. 
While these actions were designed to prevent a restoration of potentially hostile 
foreign commercial domination after the war, American diplomats also hoped 
that Latin American industrial development would increase U.S. export oppor- 
tunities and promote better political relations between the United States and 
the countries of this region. 

By far the most successful and best publicized of these programs was 
the effort to eliminate German and Italian airlines in South America in 1941- 
42. The success of this program stimulated similar operations in the radio 
and telephone communications field in the summer of 1942. Several months 
later the Office of the U.S. Alien Property Custodian (OAPC) unveiled an 
“Axis replacement program” intended to eliminate German chemical and 
pharmaceutical firms from Latin American markets and to encourage local 
manufacturing of those products. 

This project was probably one of the least successful of the replacement 
efforts, rapidly breaking down amidst interdepartmental wrangling and rumors 
of pro-Axis sentiment in high places. But it provides an intriguing glimpse 
of the conflicts underlying these programs and the divergent needs and objec- 
tives of the groups involved—conflicts that were less apparent in the more 
successful ventures. The aim of expanding the U.S. economic presence in 
Latin America did not necessarily mesh with the notion of developing local 
industries. The commercial assumptions and objectives of private firms often 
raised problems for government officials who wanted to promote closer mil- 
itary and political cooperation among the nations of the Western Hemisphere. 

Examination of the Axis replacement program in chemicals also reveals 
the complex and rancorous conditions in which de facto foreign economic 
policies were established in the war, raising questions about the extent to 
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which historians can coherently interpret these policies. The aims of U.S. 
economic warfare in Latin America were certainly not as altruistic as they 
were portrayed by government spokesmen. On the other hand, the Axis 
replacement program was something more than a facade behind which US. 
private commercial interests could displace their European rivals in exploiting 
the resources of the region. Throughout this affair, businessmen and govern- 
ment officials were entangled in a confusing web of mutual misunderstanding 
and ambiguous or conflicting objectives, aggravated by bureaucratic rivalries 
and personal antagonisms. An example neither of hemispheric solidarity nor 
of business imperialism, the Axis replacement program illustrates the inchoate 
nature of policymaking in the turbulent atmosphere of wartime Washington. 
Its failure, however, can be seen as a missed opportunity for the United States 
to contribute to the economic development of a region that remains essential 
to its political and economic security. 

The German economic presence that so alarmed Washington in 1941- 
42 originated long before the First World War when Germany trailed only 
the United States and Britain as a major trading partner with South America. 
During the 1920s, German firms had rebounded from wartime losses in Latin 
American markets to achieve an import/export trade of more than $400 million 
by 1929, A reputation for reliability and commercial aggressiveness, but- 
tressed by large German communities in Brazil, Argentina, and Chile, aug- 
mented their success. The depression eroded Germany’s trade position, but 
Latin American markets were a major target of commercial strategy under 
Nazi trade minister Hjalmar Schacht after 1934. By 1939 imports and exports 
were boosted to 88 percent of 1929 levels, largely at the expense of the British 
and Americans.” 

After the outbreak of war in Europe, Americans grew concerned that 
the strong commercial presence of Axis-based firms in Latin America could 
be converted into a potentially dangerous economic weapon. U.S. economic 
interests converged with national security concerns to dictate the elimination 
of a strong rival in hemispheric markets. 

German influence was especially pronounced in the chemical and phar- 
maceutical markets of Latin America. Companies such as Bayer and Schering 
had established footholds there before 1914, distributing products ranging 
from synthetic fertilizer to atabrine, a drug to combat malaria. In 1926, I. G. 
Farbenindustrie integrated Bayer into its giant German chemical combine. 
I. G. Farben’s technically advanced position in a variety of fields helped the 
combine to continue to penetrate hemispheric markets while negotiating cartel 
agreements with foreign firms, establishing directly and indirectly controlled 
affiliates throughout Latin America and the United States. These aggressive 
and well-coordinated companies acquired an enviable reputation for quality 
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and service, inspiring consumer loyalty throughout the region. In Mexico, 
I. G. Farben subsidiaries held over 50 percent of the prewar chemical and 
pharmaceutical market. Through agreements with potential U.S. rivals such 
as Sterling Products, Inc., the German company maintained an even stronger 
position in other parts of Latin America, enabling it to continue to ship 
pharmaceuticals to South America even after the Allied blockade was 
established.’ 

By the time the United States entered the war, government officials and 
the American public had come to regard I. G. Farben and its subsidiaries as 
instruments of Axis economic aggression in the Western Hemisphere. 
Congressional hearings early in 1942 revealed a wide-ranging effort by the 
German chemical company in the years before the outbreak of war to suppress 
technical information deemed valuable for military preparedness. Despite the 
public furor, the Roosevelt administration exhibited greater concern over Axis 
control of airways and communications in Latin America. Proposals to elim- 
inate I. G. Farben from the hemisphere emanated from the lower levels of 
the wartime bureaucracy.‘ 

The Axis replacement program in chemicals and pharmaceuticals in 
Latin America derived from the peculiar position the U.S. government acquired 
over German chemical properties within its own boundaries. Early in 1942, 
invoking powers granted under the Trading with the Enemy Act of 1917, 
Roosevelt ordered the “vesting” or seizure of all property belonging to citizens 
of Axis countries, including the securities of companies operating in the United 
States. On 11 March 1942, the Office of the Alien Property Custodian was 
established to take over these assets. The OAPC assumed control of companies 
where German or Japanese citizens held a majority or 100 percent of out- 
standing shares. Since many of these companies were paper organizations or 
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trading firms with few fixed assets, they were quickly liquidated. In certain 
situations where substantial technical and manufacturing capacity was involved, 
however, the custodian, Leo T. Crowley, decided to maintain the companies 
as operating units to contribute to war production under the supervision of 
managers that he appointed.” 

The largest German-controlled firms in the United States were in the 
chemical industry, in particular General Aniline and Film Company (GAF) 
and General Dyestuffs Corporation (GDC), both believed to be connected to 
I. G. Farben through an intricate network of holding companies in Switzer- 
land. GAF, formerly the American I. G. Chemical Company, was the largest 
vested enterprise. In 1942 it held assets of $68.7 million, making it the fifth 
largest chemical company in the United States. Its Ozalid and Agfa/Ansco 
divisions held a substantial position in the photographic film market, and it 
had a 50 percent interest, together with Sterling Products, Inc., in the Winthrop 
Chemical Company, a leading drug manufacturer. GDC, with assets of $6 
million, had.exclusive distribution rights to GAF’s dyestuffs and other prod- 
ucts of I. G. Farben in the United States. In 1940 GDC had a 28 percent 
share of the American dye market, second only to Du Pont.° 

These companies would be particularly valuable as instruments of Axis 
replacement in Latin America because they possessed manufacturing and 
distributing facilities that would duplicate almost exactly the products formerly 
supplied these markets by other I. G. Farben affiliates before the war. GAF 
held exclusive licenses to a number of Farben patents in dyes, other chemical 
products, and drugs. GDC had been restricted to the U.S. market by its parent 
firm before the war, but after 1940 it had taken over the Latin American dye 
markets formerly served by I. G. Farben distributors there, often using the 
same distributing agents and facilities. Winthrop Chemical had filled the same 
role in the former Farben drug markets. Another vested company, Schering 
Company of New Jersey, had likewise been supplying South American cus- 
tomers, particularly in Colombia, with pharmaceuticals formerly provided by 
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its German parent, Schering A.G.’ The capabilities that these companies had 
offered German firms to evade the Allied blockade could now be deployed 
to eliminate Axis influence from Latin America altogether. 

In June 1942 Monroe Karasik of the OAPC first broached the possibility 
of using the vested German firms for replacement purposes. He proposed that 
the U.S. branch of Schering could provide technical assistance to Latin Amer- 
ican countries seeking to develop local drug manufacturing plants. Shortly 
after, Dewey Anderson of the Board of Economic Warfare (BEW), a cabinet- 
level coordinating organization, advocated using Schering’s facilities to “wage 
a trade war” against Roussel, I. G. Farben’s Argentine affiliate in the synthetic 
hormone field.* 

Neither of these initiatives seems to have proceeded very far, however. 
What prompted the alien property custodian to establish a Latin American 
replacement program was the prospect of a private U.S. chemical firm, Amer- 
ican Cyanamid, taking the leading role in the project. The “Cyanamid affair” 
generated much heat in Washington between December 1942 and July 1943 
and inspired misleading public reports as rival factions in the government 
fought one another. It deserves attention not only as a prelude to the replace- 
ment program, but also for the light it sheds on the convoluted processes of 
foreign economic policymaking in Washington in this era. 

The Cyanamid affair revolved around the chemical industry in Mexico. 
In the prewar period, Mexico had been closely tied to German companies for 
dyes essential to its developing textile industry, for synthetic nitrogen for 
fertilizer, and for pharmaceuticals. The development of local manufacturing 
in these fields would substantially augment the Mexican government’s effort 
to reduce the role of foreign corporations in its economy. The president of 
Mexico, Manuel Avila Camacho, sought to achieve that end while also reduc- 
ing the hostility that had prevailed in Mexican-American relations under his 
predecessor, Lazaro Cardenas. Avila Camacho encouraged good relations by 
settling compensation claims of American oil companies for fields expropri- 
ated in 1938 and by supporting measures introduced at an inter-American 
conference at Rio de Janeiro in January 1942 to promote hemispheric defense 
against the Axis. Soon after that conference, Avila Camacho followed the 
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US. example by vesting thirty German and Italian firms in the summer of 
1942. 

Mexico’s finance minister, Eduardo Stiarez, contacted Nelson A. Rock- 
efeller, the U.S. State Department’s coordinator for inter-American affairs, 
to request assistance in the reorganization and integration of vested Axis 
chemical properties in Mexico. Rockefeller referred Suarez to his aide, Joseph 
Rovensky, who in turn introduced him to Colonel Frederick Pope, a director 
on the board of American Cyanamid, an aggressive U.S. chemical firm that 
had expanded in the 1930s from the production of synthetic fertilizer into a 
wide range of industrial chemicals.'° Pope surveyed the existing chemical 
properties in Mexico and proposed to Stiarez that the Mexican government 
contract with American Cyanamid to develop jointly the vested properties to 
produce dyes, synthetic ammonia, and soda ash which would promote its 
textile industry and its agriculture. '' 

Avila Camacho introduced Pope to V. R. Garffas, a Mexican busi- 
nessman who had been appointed by Séarez to oversee the establishment of 
a national chemical industry. In September 1942, Garfias had visited Wash- 
ington where he met representatives of the alien property custodian to discuss 
the possibilities of cooperation in establishing “a self-contained Mexican 
chemical industry.” Crowley had promised to help by providing “loyal tech- 
nical and research personnel” to replace those suspected of Axis sympathies 
and to train Mexicans to take over these positions. He apparently had not 
pursued the proposal further, however. After his return to Mexico, Garfias 
decided that Pope’s counterproposal looked more promising. By December 
1942 negotiations between Mexico and American Cyanamid were well 
advanced, and Pope approached Bernard Meltzer of the State Department’s 
Economic Affairs Division to ascertain the American government’s view of 
the venture.’ 

The undertaking outlined by Pope at this time would have established 
two companies: Mexico was to consolidate the vested chemical properties in 
a government corporation, Quimicos Mexicanos, with private as well as public 
financing. A second company, Ingenieros S.A., would be set up by American 
Cyanamid and enter into a six-year contract with Quimicos to manage its 
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properties and receive a percentage of its earnings as compensation. Ingenieros 
would also train Mexican technicians and managers to run Quimicos.' 

Toward the end of February 1943, Thomas Lockett, the economic adviser 
to the U.S. ambassador to Mexico, reported that Avila Camacho had approved 
the Cyanamid proposal and that Stiarez was discussing the financing of the 
new company with Mexican bankers. At this point, however, opposition 
surfaced in Washington. On 4 March 1943, Creekmore Fath of the BEW 
condemned a proposal that would give Cyanamid “a complete import monop- 
oly for Mexico on all chemicals, drugs, and dyestuffs,” and argued that “such 
a deal would set the pattern for all Latin American industry. . . . This is 
postwar planning with a vengeance.” Pope retorted that there was no exclusive 
import agreement between the Mexican government and Cyanamid. In any 
case, the American company made “only 10% of the articles previously 
supplied by the blocked companies,” so Quimicos could hardly purchase all 
its needs from Cyanamid.'* The State Department economists, Meltzer and 
Seymour Rubin, were not altogether convinced by this argument. Charges of 
monopoly continued to be a standard feature in the ensuing controversy, 
despite the specific provision in the final draft barring any restrictive pur- 
chasing arrangements by Quimicos. 

Shortly after Fath’s protest, the alien property custodian reentered the 
picture. On 15 April 1943, James Markham, the assistant custodian, presented 
a detailed attack on the Cyanamid proposal to Secretary of State Cordell Hull. 
American Cyanamid, he argued, would not only acquire a monopoly in the 
Mexican chemical industry, but might also obtain a “preferred position . . . 
throughout Latin America,” discouraging other firms from entering these 
markets and blocking the development of indigenous local manufacturing. As 
a final flourish, he warned that “Cyanamid . . . may later be forced, in a 
postwar division of world markets with European chemical interests, to trade 
its preferred position in Mexico for a better world position.” This could provide 
I. G. Farben with an opportunity to reenter Mexico through a “squeeze play” 
after the Cyanamid venture had centralized the industry there. 

Nine days later, Markham unveiled an alternative proposal which, he 
argued, would take advantage of the valuable marketing and technical facilities 
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and personne] already controlled by the custodian. Under this plan, the Mex- 
ican government would establish a holding company to consolidate the vested 
chemical and drug firms, retaining 65 percent of the shares and allowing 
American companies to buy the remaining 35 percent. The custodian and a 
U.S. government “loaning agency” would then operate a “management cor- 
poration” over the consolidated industry for ten years, with the possibility of 
renewal at the end of that period.'° 

The battle was now joined. On 26 April, Hull sent a cable to the 
American embassy at Mexico City indicating the objections to the Cyanamid 
proposal. The ambassador, George Messersmith, was a veteran of the U.S. 
consular service who had devoted his career to encouraging American private 
investments abroad and defending them against nationalist regimes. Mes- 
sersmith had also encountered BEW officials before. He disdained them as 
dangerous amateurs, “people with utterly inadequate knowledge of our prob- 
lems and our practice,” who also posed a threat to the State Department in 
foreign economic policy.'® 

Responding to Hull’s cable on 12 May, Messersmith argued that any 
U.S. effort to block the Cyanamid negotiations would arouse Mexican resent- 
ment against foreign interference that might jeopardize improving relations 
between the two countries. Later, in a letter to Undersecretary of State Sumner 
Welles, Messersmith added that the Mexican government preferred dealing 
with a private firm to any arrangement in which the U.S. government was 
even indirectly involved. Furthermore, he pointed out, Mexico anticipated 
that the vested German firms in the United States would probably be returned 
to private ownership after the war. In this situation, “they want to deal with 
firms of their own choosing.” 

Messersmith’s earlier confrontations with the BEW led opponents of 
the Cyanamid deal to regard him as an unreconstructed spokesman for Amer- 
ican big business. Fath asserted that the ambassador had deliberately prevented 
Crowley’s representatives from meeting with Sdarez in December 1942 even 
though the custodian’s office acknowledged that they had no alternative plan 
to present at that time. Messersmith complained to Dean Acheson that his 
views had been misrepresented in the American press, but he added that “I 
am accustomed to being attacked by people in certain temporary agencies in 
Washington . . . because I have prevented them from carrying through their 
attempted schemes of exploitation which were far more dangerous and exag- 
gerated than any one ever thought of attempting in the old days. . . .”"* 
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Messersmith was not alone in his suspicions of the critics of the Cyanamid 
deal. Members of Acheson’s Economic Affairs Division at the State Depart- 
ment had little use for what they regarded as the BEW’s ignorant meddling 
in foreign economic policy, and questioned the forethought that had gone 
into the custodian’s replacement proposal. At a meeting with Francis Mahoney 
of the custodian’s office on 4 May, Meltzer, Rubin, and Donald Hiss of the 
State Department criticized the Markham document in detail, pointing out 
that the provision for a 35 percent U.S. participation in a Mexican holding 
company would probably violate a Mexican law barring transfer of vested 
properties to anyone other than its own citizens. They also noted that the 
proposal for U.S. government funding would probably not interest the Mex- 
icans whose major problem was “‘a surplus of funds and few investments in 
which to employ it.” Under this attack, the custodian’s representative retreated, 
acknowledging that the proposal was “no more than an offer to begin nego- 
tiations.” Fath later complained that the State Department was pressing the 
custodian to provide in a few weeks an alternative to the Cyanamid proposal 
that had been months in the making.'® 

If the anti-Cyanamid forces could be tactically outmaneuvered, how- 
ever, they could bring in the heaviest artillery by appealing to Roosevelt’s 
skepticism about big business motives and his opposition to the postwar return 
of I. G. Farben and other German companies to the Western Hemisphere. At 
a meeting on 16 June with Acheson, Welles, Crowley, and Henry Wallace, 
the head of the BEW, Roosevelt criticized both the Cyanamid deal and the 
State Department for seeming to endorse it. On the basis of Messersmith’s 
objections, Hull had urged Roosevelt not to block the Cyanamid negotiations 
since this might be interpreted by the Mexicans as “gringo interference,” and 
possibly end effective Mexican action against Axis business activities. Bypass- 
ing this objection, Roosevelt proposed instead that the State Department 
endorse the custodian’s replacement proposal without even mentioning the 
Cyanamid arrangement.” 

In the meantime, American Cyanamid had decided to pull out of the 
negotiations because of the political wrangling. Pope warned Meltzer and 
Rubin, however, that the decision would probably have bad repercussions on 
U.S.-Mexican relations and that little was likely to come of any discussions 
between the alien property custodian and the Mexican government.”’ The 
aftermath of the affair seemed to bear out Pope’s prediction. Morison Tucker 
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of the custodian’s office went to Mexico in August 1943, and apparently 
impressed even Messersmith with his flexibility by agreeing to jettison the 
initial proposal for an arrangement under which a joint U.S.-Mexican com- 
mission would “act in an advisory capacity” to a completely Mexican-owned 
consolidated company. Avila Camacho seemed amenable to this arrangement 
initially and pushed through an act in March 1944 to set the operation in 
motion. But when the OAPC began to press the Mexicans to proceed more 
rapidly, they balked, and the entire replacement program quickly went into 
eclipse.” 

In the end, nobody seems to have benefited from the Cyanamid affair. 
Mexico did not get the assistance it sought on acceptable terms. The opponents 
of American Cyanamid successfully frustrated the deal, but the OAPC encoun- 
tered suspicion and resentment that had been provoked by the U.S. govern- 
ment. The main result of the entire controversy was a decision by the custodian 
to undertake an active role in replacement. 

All the parties engaged in this controversy in Washington indulged in 
unrestrained rhetoric, imputing to their rivals motives of self-interest and 
ignorance while wrapping themselves in patriotic garb. Their frequent ref- 
erences to ideological differences, however, obscured the fundamental posi- 
tions on which they disagreed. The BEW, an inchoate umbrella organization, 
was associated with New Deal elements in the government hostile toward, 
or at least skeptical of, the role of private commercial firms in the making of 
foreign economic policy. But the BEW’s ally in the Cyanamid affair was 
Alien Property Custodian Crowley, who was under attack from other New 
Deal spokesmen in the government for his connections with big business 
interests. And Messersmith, purportedly an unquestioning supporter of Amer- 
ican business abroad, suspected the BEW of advancing the designs of other 
interests intent on the economic “exploitation” of Latin America. Underlying 
these charges and countercharges was the fact that the BEW and OAPC were 
new elements in the bureaucracy, and were considered poachers on the ter- 
ritories of established departments, meddling in areas where they had no 
background and no long-term responsibilities. 

At one level, the Cyanamid dispute appeared to be a contest between 
advocates of investment by private enterprise abroad and spokesmen for a 
government role in the process, extending the confrontation between the New 
Dealers and the “old guard” on the domestic scene. But the divisions were 
not so clear-cut, as the Axis replacement program in Brazil was to reveal. 
The line between public and private interests at this point becomes uncertain, 
and the motives of the groups involved lose much of their clarity. 

In the weeks following Markham’s proposal of 24 April 1943, the 
OAPC began work on a full-scale replacement program. In the summer of 
1943, when the Cyanamid controversy reached its peak, Tucker went to Brazil 
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to discuss American replacement of the Axis-controlled chemical properties 
there. As with the Avila Camacho government in Mexico, the regime of 
Getulio Vargas was interested in mending its relations with the United States 
after a period of tension over fascist activities in Brazil. Tucker’s overtures, 
coming in the wake of a highly publicized American economic mission to 
Brazil under Morris Cooke, were received cordially. Following his visit in 
July 1943, the Vargas government authorized the vesting of Axis chemical 
and drug companies, in particular Allianga Commercial de Anilinas, which 
before the war had supplied 80 percent of the dyes for Brazil’s textile industry.”° 
Plans were prepared to consolidate Allianga with Agfa and Bayer properties 
and to establish a nationalized corporation. 

Disagreements within the Vargas government over the best way to 
manage the vested properties delayed further action, however. In November 
1943, Brazil announced that Allianga and the other sequestered firms would 
be sold. Crowley then asked that bids be postponed until his office could 
dispatch a commercial mission to Rio de Janeiro to work out an advisory 
agreement and assist the Brazilian government in choosing a qualified buyer 
who could develop the industries. On 25 January 1944, the mission, consisting 
of representatives of the OAPC and the two major vested companies, GAF 
and GDC, left New York for Brazil. 

Before its departure, the mission met with Crowley and Markham who 
emphasized that any agreements made with the Brazilians should support the 
objectives of the replacement program, to eliminate Axis influences and pro- 
mote domestic manufacturing. Once in Brazil, however, the representatives 
of the two vested firms, Neal Dow Becker of GAF and John Barrington of 
GDC, ignored these admonitions. They made it clear that they were not 
interested in supporting a manufacturing enterprise; they wanted only a sales 
and distribution agreement. Furthermore, although five groups of Brazilian 
businessmen were contemplating a bid for Allianga, Becker and Barrington 
expressed interest in only one, the Weber-Aranha group. 

Becker maintained that there were sound commercial and political rea- 
sons for their preference: this group was the only one with experience in 
dyestuffs marketing. Moreover, Dr. Alfredo Aranha was a cousin of the 
Brazilian foreign minister, the influential Oswaldo Aranha. But the custodian’s 
representative, Mahoney, objected to the other partner, Gabriel Weber. Weber, 
a Swiss citizen, owned a distributing house, Keller/Weber et Cie., which had 
handled I. G. Farben products in Brazil before the war, and had supplied 
Allianga with dyestuffs from GDC between 1939 and 1942. Even after the 


Edward G. Miller, U.S. embassy, Rio de Janeiro, Brazi!, memorandum on Allianga 
and Schering, 19 February 1943, Box 1108, RG 169, FEA Records; Mahoney. “Resumé of 
Current Brazilian Dyestuffs Negotiations,” 25 March 1944, Box 930, RG 46, Truman Committee 
Records. On wartime relations between Brazil and the United States, see McCann, Brazilian- 
American Alliance, pp. 378-402. 


THE AXIS REPLACEMENT PROGRAM 157 


German companies were vested, Weber had continued to act as GDC dis- 
tributor in Brazil, precipitating a controversy between Crowley and GDC’s 
management in August 1943. Weber was never actually accused of Axis 
sympathies. His extensive ties with the German companies made him unac- 
ceptable to the U.S. government, however, although the representatives of 
the vested firms saw no alternative.” 

This deadlock virtually ended the Brazilian replacement program before 
it began. Mahoney refused to accept the Weber-Aranha bid, and Becker and 
Barrington had discouraged all the others. When the Brazilian government 
actually posted bids for Allianga in March 1944, there were no takers. Although 
GAF and GDC, under pressure from the U.S. government, announced in 
June that they would work with any group considered satisfactory by Brazilian 
authorities, still no interested parties appeared. At the same time, Crowley 
stated that he would not interfere in a management decision by the executives 
he had appointed at GAF and GDC. Subsequently, Weber resumed his role 
as distributor of GDC products in Brazil, while the Allianga properties, now 
virtually worthless inventory, remained in government hands. No domestic 
Brazilian chemical industry emerged.” 

The Brazilian debacle was the subject of a contentious postmortem in 
Washington. Becker’s favoritism toward Weber raised questions that ulti- 
mately discredited the whole replacement program. The version of events that 
emerged from this uproar cast a lurid glow over the whole course of government- 
business relations in the OAPC and provided ammunition for critics of Crowley 
throughout the government. 

Before the establishment of the OAPC in 1942, responsibility for the 
seized German firms in the United States had been in the hands of the Foreign 
Funds Control unit in the Department of the Treasury under Secretary Henry 
Morgenthau, Jr. Morgenthau and his aides resented losing control of these 
operations to a new agency, particularly since custodian Crowley had already 
clashed with Treasury when he was head of the Federal Deposit Insurance 
Corporation. Morgenthau maintained that Crowley had a conflict of interest 
as head of the custodian’s office. In private life, Crowley was president of 
Standard Gas and Electric Company, a business controlled by New York 
investor Victor Emanuel, who had substantial shares in Aviation Corporation, 
the holder of military contracts, and was also tied financially to J. Henry 
Schroder, a British company that was alleged to be linked to German banks. 
Morgenthau warmed presidential aide James F. Byrnes that Crowley was 
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assigning directorships over the vested companies to Emanuel and his asso- 
ciates. The OAPC, he charged, was being run as a patronage operation for 
businessmen with dubious prewar connections with the Germans.” 

Crowley’s background appears to have been more mundane than 
Morgenthau and other critics chose to believe. A Wisconsin businessman who 
dabbled in Democratic politics in the 1920s, he proved to be an effective 
fund raiser for Roosevelt and the party in the Great Lakes region in the 1932 
and 1936 elections. During the banking crisis in 1933, he also demonstrated 
his abilities as a negotiator, which led to his appointment as chairman of 
the FDIC in 1934. Crowley’s partisan loyalty and his connections with conser- 
vative Midwest bankers and businessmen persuaded the politically astute 
Byrnes to overrule Morgenthau’s protests against his appointment as alien 
property custodian. While Crowley’s connections with Emanuel were embar- 
rassing, Roosevelt and Byrnes were so impressed by his administrative talents 
that in July 1943 he was chosen to take over the beleaguered BEW (renamed 
the Office of Economic Warfare and later merged into the Foreign Economic 
Administration) to clean up the mess in that organization left by the bitter 
dispute between Henry Wallace and Jesse Jones. In his major task as head 
of the FEA, the administration of lend-lease, Crowley carried out his duties 
with customary efficiency.” 

Given Crowley’s administrative capabilities and record of partisan loy- 
alty, he was relatively invulnerable to his critics within the bureaucracy. But 
the divisions within the OAPC and the inept actions taken by some of Crow- 
ley’s appointees there provided an opening for Morgenthau and other critics 
of his conservative brand of Democratic politics and the bureaucratic impe- 
rialism of his organization. 

In July 1943 Robert McConnell, appointed by Morgenthau to manage 
GAF before the OAPC took over the vested firms, resigned in protest over 
the custodian’s Latin American program, asserting that “I cannot conceive 
that such a venture would have the remotest chance of success.” He added 
pointedly that in preference to these joint undertakings, he was “‘a firm believer 
in the principle of private industry honestly conducted.””* The controversy 
over Keller/Weber’s continued handling of GDC’s business in this same period 
brought the internal troubles of the custodian’s office to the attention of an 
already suspicious State Department. By the time the Brazilian negotiations 
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broke down the following spring, there were many parties interested in probing 
for skeletons in Crowley’s closet. 

Attention focused on Emest K. Halbach, a director of GDC before it 
was vested. Although Halbach lost his directorship when the OAPC took over 
the company, he was retained as a “technical adviser” by Louis Johnson, 
whom Crowley put in charge of GDC. Because of Johnson’s “regrettable 
unfamiliarity . . . with the dyestuffs business,” Halbach shortly became the 
““ndispensable man” at GDC, even though he was simultaneously suing the 
government for seizing his shares in the company and blocking his bank 
accounts. In August 1943, Halbach arranged for the return of Weber as GDC’s 
Brazilian distributor. He was also believed to have recruited Edgar Gisiger, 
a former employee of the Swiss I. G. Chemie Co., allegedly a cloaking 
company for I. G. Farben, to handle GDC products in Mexico. This appoint- 
ment coincided with the custodian’s proposal that the vested firms work with 
the Mexican government to develop a local dye industry.” 

In the context of the ties between Crowley and Emanuel and also Hal- 
bach’s peculiar status, the collapse of the replacement program could appear 
in a sinister light. Various specialists on I. G. Farben and critics of the 
custodian in the U.S. government argued that the German companies intended 
to return to Latin America after the war and resume their predominance, 
presumably as they had done in the 1920s. To accomplish this, it was essential 
that rival American firms be kept out of these markets as much as possible. 
The custodian had opposed Cyanamid in 1943 because it might have per- 
manently displaced Sterling Products and Winthrop Chemical in the Mexican 
pharmaceuticals market, and both of these companies had been tied to I. G. 
Farben before the war. Similarly, in Brazil, Becker’s orders from Halbach, 
according to Mahoney, were to ensure that no local competitor emerged to 
challenge the position of GDC for the duration of the war. In this fashion, 
the vested companies continued to act on behalf of their former German parent 
companies despite the appearance of U.S. government control.” 

In retrospect, these suspicions seem exaggerated. Although German 
chemical companies did regain a foothold in Latin America after the war, 
American competitors enjoyed an unprecedented expansion throughout the 
hemisphere. I. G. Farben was dissolved by the occupation government in 
Germany while GAF and GDC remained under control of the OAPC until 
1962.°' During the war, however, the charges had serious overtones and 
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produced a general shake-up of the custodian’s office. The accusations never 
resulted in any legal action, however. 

More significant from the perspective of the historian is the divergence 
between the government and business groups the episode revealed, a gulf that 
ho amount of rhetoric about shared aims and values could bridge. The busi- 
nessmen put in charge of the vested companies continued to examine situations 
in terms of corporate earnings and protection of investments, even though 
technically they were working for the U.S. government and might be required 
to serve policy aims that could be both commercially indefensible and polit- 
ically desirable. As trustees over property whose future status was unsettled, 
they could not be expected to participate readily in activities that would 
obviously diminish the value of the enterprises. Even McConnell, who shared 
Morgenthau’s distaste for Axis business influences, regarded his role at GAF 
as that of an agent in trust and took pride in the efficient and profitable 
organization over which he had presided.*? The businessmen involved in the 
replacement program seem to have been far less willing to undertake novel 
and ambitious commercial expansion projects than were their political coun- 
terparts, who wanted to use these firms to advance broad American foreign 
policy objectives in Latin America. 

The managers of the vested companies were unlikely to dismantle their 
marketing structures to oust possible Axis sympathizers in Latin America. 
As a Justice Department lawyer noted at the time, “it is questionable whether 
the influence exercised by I. G. Farben personnel at lower executive and 
technical levels over twenty years . . . could be destroyed in a brief time 
without wrecking the company.”°? By the same token, one feature that emerges 
clearly from an investigation of the Axis replacement program is the reluctance 
of the GAF and GDC managers to make a serious commitment to encourage 
local manufacturing. They were perfectly happy to have various governments 
arrange to buy their products but balked at further measures. 

The development of replacement negotiations in Colombia reinforces 
this point. A group of local businessmen who had held directorships on 
Inquico, the local I. G. Farben affiliate, proposed to establish a new company 
with 100 percent Colombian ownership to produce dyestuffs locally with aid 
from GAF and GDC. The GDC representative, Barrington, rejected this 
proposal, not because of the local businessmen’s previous ties with the Ger- 
mans, but on the grounds that the plant they hoped to reopen “was producing 
unrelated goods and therefore could be of no use to General Aniline and 
General Dyestuffs.” Instead, he dealt with a separate group that only wanted 
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to distribute dyes produced in the United States and marketed under the old 
German trademark.* 

The skepticism of GAF and GDC managers about the commercial bene- 
fits of contributing to local chemical manufacturing development in Latin 
America was shared by other U.S. businessmen. In Brazil, for example, the 
only serious rival of Allianga Commercial de Anilinas before the war had 
been Duperial Brazil, a joint subsidiary of Du Pont and a British company, 
Imperial Chemical Industries Ltd. The sequestration of Allianga and the col- 
lapse of the custodian’s negotiations could have opened the way in Brazil for 
Du Pont’s expansion, as was suggested by several critics of Crowley’s scheme 
in Washington at the time. In 1942, the Du Pont Foreign Relations Department 
seriously considered manufacturing in Brazil but rejected the idea because of 
the prospect of increased taxes, the continuing inflationary measures of the 
Brazilian government, and the harsh treatment that other foreign investors 
had experienced in the past.** Even Pope of American Cyanamid admitted 
to State Department advisers that his company anticipated only limited devel- 
opment of local chemical manufacturing under the program proposed to the 
Mexicans in 1942. In pharmaceuticals, for example, he noted, “It will be 
impossible for Mexican manufacturing facilities to produce very much in the 
way of complicated or synthetic products. The most that might be hoped for 
was the establishment of . . . facilities for the final and relatively simple 
tabletting operations.” Cyanamid intended to focus on the development of a 
distributing network while supplying the finishing plants.*° 

Whatever the source of GAF’s and GDC’s reluctance to encourage local 
manufacturing in chemicals, the breakdown of the Brazilian negotiations and 
the unsatisfactory outcome of the Colombian arrangements undermined a 
replacement program that had been regarded skeptically in many quarters 
from its inception. At a meeting with Rubin and Emilio Collado of the State 
Department’s Economic Affairs Division in May 1944, Markham, the new 
acting custodian, reiterated Crowley’s old argument that he could not interfere 
directly with the management of the vested companies. In the end no action 
was taken in any direction, and by the summer of 1944, when the bidding 
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for Allianca in Brazil lapsed and the Mexican government failed to respond 
to U.S. pressures, the whole program dissolved. By that time, however, the 
FEA and the State Department were contemplating measures to block the 
movement of German business assets out of Europe after the war and to 
dismantle I. G. Farben. The rationale for replacement as an economic warfare 
operation lost its persuasiveness.”’ 

The Axis replacement program in chemicals was a hastily designed, 
poorly organized, and ultimately disastrous undertaking. It would have had 
scant chance of success even if there had been greater coordination between 
government officials and commercial groups. The advocates of the program 
had quickly managed to arouse nationalist resentment in the countries pur- 
portedly benefiting from this aid and then antagonized the State Department 
and other groups in Washington whose cooperation was essential. The com- 
bination of heavy-handedness on the part of the BEW and the custodian’s 
officials and the blatantly self-interested attitudes of the business elements 
condemned the program from the outset. 

Yet at the same time, the ideas underlying the Axis replacement program 
reflected concerns that were widely shared throughout the Roosevelt admin- 
istration about postwar prospects for direct American investment and trade 
abroad. During the war the United States sent a number of missions overseas, 
principally to Latin America, and entered into agreements with several coun- 
tries, including Mexico and Brazil, to promote economic development and 
reduce their dependence on foreign industrial imports.** Direct American 
government involvement in programs of this nature had serious drawbacks, 
however. Government agencies lacked the technical and managerial skills 
essential for the success of new manufacturing enterprises. Furthermore, as 
the Cyanamid affair demonstrated, nationalist antagonism could be aroused 
against American government agencies operating too overtly in these countries. 

Alternatively, economic development could be promoted through pri- 
vate direct investment, and American postwar planners anticipated a general 
business expansion, particularly in Latin America. From 1943 to 1945, the 
Executive Committee on Economic Foreign Policy, an interdepartmental group 
chaired by the State Department, considered the implications of postwar 
private American investment abroad. While generally favorable, the com- 
mittee’s report also predicted problems. American companies acting on their 
own initiative would not necessarily make investments that would also pro- 
mote domestic manufacturing capacity in foreign countries. Washington could 
induce them to make such investments, but as the Brazilian fiasco with GAF 
indicated, government blandishments were not likely to overcome business 
reluctance to undertake serious investment and development where the long- 
term commercial potential seemed slight. Privately owned branch plants and 
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subsidiaries would also be subject to charges of exploitation, as the cases of 
oil expropriation in Mexico and Bolivia before the war had demonstrated. 
The committee anticipated a growing demand for investment in underdevel- 
oped countries, but it also expected increased sensitivity in these countries 
to the potential power held by foreign—especially American—corporations. 

In its recommendations on postwar U.S. foreign economic policy, the 
committee urged the promotion of joint ventures in which American com- 
panies would provide technical aid and perhaps capital, while majority control 
of these ventures would remain with the host government. These recommen- 
dations resemble closely the proposals for joint development of the chemical 
industry in Mexico initially made by American Cyanamid and later in modified 
form by the alien property custodian.”? 

Unhappily, the experience of American Cyanamid in the political caul- 
dron of wartime Washington and the bungled replacement program of the 
OAPC that followed ensured that proposals of this type would arouse little 
enthusiasm among businessmen or government officials. After the war, a 
number of American firms did enter joint ventures as minority shareholders, 
particularly in consumer goods in Mexico and Brazil. Generally, however, 
their partners were local businessmen rather than host governments, and there 
was little incentive to invest in technologically innovative fields.“ Official 
advocacy of joint ventures never became a central focus of American foreign 
economic policy. The U.S. government never again attempted to undertake 
a direct role in coordinating joint ventures abroad. 

During the 1950s, official American interest in the expansion of direct 
investment abroad revived, partly from the expectation that such dealings 
would stimulate American exports and partly from the notion that U.S. pres- 
tige and influence would be expanded. The U.S. government’s attitudes had 
changed dramatically, however, and no pressure was exerted on companies 
too committed to direct investment in Latin America to take the joint venture 
route.” In this fashion, an American initiative to promote industrial devel- 
opment while avoiding charges of economic imperialism disappeared from 
memory, reemerging later in the wake of sometimes bitter controversies over 
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the expropriation and nationalization of foreign properties in Latin America.” 
It may well have been that the joint venture idea was unlikely to find much 
acceptance in the American government and business community in 1945. 
The point should nevertheless be made that the issues and problems raised 
by direct U.S. investment abroad were fully considered at the time and the 
Axis replacement program, for better or worse, contributed to government 
recommendations and decisions for the postwar era. 
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